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Purpose  and  Organization  of  Report 

This  report  presents  findings  and  analyses  of  available  data  and 
studies  "relating  to  current  and  alternative  reimbursement  methodologies 
for  home  health  services."  It  is  one  of  four  reports  required  by  the  Orphan 
Drug  Act  (P.L.  97-414)  addressing  specified  issues  relating  to  home  health 
services  under  Federal  programs. 

This  report  reviews  the  growth  of  home  health  expenditures  in  the 
Medicare  and  Medicaid  programs.  It  analyzes  the  factors  which 
contributed  to  the  growth  of  home  health  expenditures  under  Medicare  and 
examines  some  of  the  implications  of  these  contributions  for  the 
development  of  policies. 

A  conceptual  discussion  of  some  of  the  issues  that  would  need  to  be 
considered  in  developing  alternative  payment  methods  is  also  presented. 
Current  activities  and  plans  of  the  Health  Care  Financing  Administration 
(HCFA)  to  develop,  test,  and  evaluate  alternative  arrangements  of  paying 
for  home  health  services  are  described.  Finally,  given  the  fact  that 
reimbursement  reform  alone  will  accomplish  very  little  in  terms  of 
moderating  the  rapid  growth  of  home  health  expenditures  (for  reasons 
explained  in  the  report),  we  do  not  recommend  major  reimbursement 
changes  at  this  time.  We  do,  however,  believe  the  benefit  design  itself 
needs  to  be  re-examined  to  ensure  that  necessary  high  quality  services  are 
accessible  to  beneficiaries  in  the  most  cost-effective  fashion. 
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II.         The  Growth  of  Home  Health  Expenditures  under  Medicare 

Two  legislative  provisions  have  played  a  significant  part  in  the  rise 
of  home  health  expenditures  under  Medicare.  Prior  to  the  passage  of  the 
Social  Security  Amendments  of  1972  (P.L.  92-603),  home  health 
expenditures  decreased  between  1969  and  1972  from  $81.1  million  to  $66.2 
million.  Following  the  liberalization  of  the  home  health  benefits  and  the 
extension  of  coverage  to  the  disabled  and  persons  with  end-stage  renal 
disease  in  the  1972  Amendments,  Medicare  reimbursements  escalated 
rapidly.  Between  1973  and  1983,  Medicare  home  health  expenditures 
increased  at  an  average  annual  rate  of  31.1  percent,  from  $93.3  million  to 
$1.4  billion.  Between  1980  and  1983,  following  the  passage  of  the  Omnibus 
Reconciliation  Act  of  1980  (P.L.  96-499),  which  removed  the  limits  on 
home  health  visits  and  eased  the  certification  requirements  for  proprietary 
agencies,  Medicare's  home  health  expenditures  more  than  doubled  and,  in 
absolute  dollars,  increased  by  almost  $740  million.  In  1981,  for  the  first 
time,  home  health  services  accounted  for  more  than  2  percent  of  all 
Medicare  expenditures.  By  1983,  home  health  services  accounted  for 
almost  2.6  percent  of  Medicare  expenditures. 

There  is  no  clear  evidence  that  the  increased  use  of  home  health 
services  has  reduced  the  use  of  hospital  or  skilled  nursing  facility  (SNF) 
services.  1/  Increasing  access  appears  to  have  generated  a  demand  for 


1/  With  the  institution  of  the  prospective  payment  system  to  hospitals  starting 
with  fiscal  years  beginning  October  1,  1983  there  has  been  a  decline  in  the  use  of 
hospital  services  by  Medicare  beneficiaries.  It  is  unclear  at  this  writing  what 
impact  this  has  had  on  the  use  of  SNF  or  home  health  services.  However,  the 
number  of  hospital  and  SNF  based  HHAs  has  increased  significantly. 


home  health  services.  As  discussed  in  the  report,  a  significant  portion  of 
the  services  are  being  furnished  under  circumstances  that  do  not  meet  the 
conditions  specified  in  the  regulations.  This  may  involve  the  provision  of 
services  to  persons  who  do  not  meet  the  eligibility  criteria  for  receiving 
home  health  services  or  the  delivery  of  unncessary  services.  This  has 
resulted  in  augmented  administrative  monitoring  by  HCFA  of  the  bill 
payment  mechanism  and  stepped  up  auditing  of  agency  medical  records. 

Sources  of  Growth  in  Medicare  Home  Health  Expenditures 

Analysis  of  the  growth  of  reimbursements  for  home  health  visits  for 
the  years  1974  to  1980  shows  that  the  combined  effects  of  the  growth  in 
the  Medicare  population  and  the  rapid  increase  in  the  proportion  of 
beneficiaries  receiving  home  health  services  accounted  for  57  percent  of 
the  rise.  The  increase  in  the  number  of  persons  receiving  services  coupled 
with  the  number  of  visits  received  by  each  person  served  resulted  in  an 
increase  of  178  percent  in  the  volume  of  visits  between  1974  (8.1  million 
visits)  and  1980  (22.4  million  visits),  an  average  annual  increase  of  18.6 
percent.  The  contributions  of  the  principal  factors  to  the  rise  in  total 
reimbursements  for  home  health  visits  between  1974  and  1980  were: 


Factor 


Percent  Contribution 


Growth  of  the  Medicare  enrollment 


9.9 


Increase  in  the  proportion  of  Medicare 
enrollees  receiving  home  health  visits 


47.5 


Increased  visits  per  person  served 


7.7 


Increased  average  cost  per  visit 


Total 


34.9 
100.0 
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Since  the  focus  of  this  report  concerns  methods  of  paying  for  home  health 
services,  a  further  analysis  was  carried  out  to  explore  the  sources  of 
increase  in  the  average  cost  per  visit.  Factors  contributing  to  the  rise  in 
the  average  cost  per  visit  were: 


Factor  Percent  Contribution 

General  economy-wide  inflation  80.9 
Inflation  in  the  home  health  agency 

(HHA)  market-basket  in  excess  of  14.9 
general  inflation^/ 

Cost  increase  per  visit  not  explained 

by  inflation  (residual)   4.2 

Total  100.0 


These  figures  indicate  that  96  percent  of  the  increase  in  the  average  cost 
of  HHA  visits  resulted  from  the  effects  of  inflation  on  the  costs  of  goods 
and  services  used  by  HHAs.  The  real  increase  is  the  extent  to  which  visit 
costs  rose  in  excess  of  the  inflation  rate.  In  economic  analyses,  this  is 
usually  attributed  to  increased  average  intensity  or  quality  of  the  services 
furnished  per  visit,  a  change  in  the  mix  of  services,  change  in  the  case  mix 
of  the  agency  clientele  or  a  combination  of  these  and  other  factors  not 
explicitly  identified. 


Analysis  of  the  distribution  of  home  visits  by  type  of  discipline 
making  the  visit  shows  a  major  shift  between  nursing  visits  and  home 
health  aide  visits.  In  1974,  the  "average"  home  health  visit  consisted  of  65 


2/  This  measures  the  extent  to  which  the  price  of  goods  and  services  used  by  HHAs 
to  furnish  services  increased  at  a  rate  in  excess  of  the  general  economy  wide 
inflation  rate. 
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percent  nursing  care  services  and  23  percent  home  health  aide  services.  By 
1980,  the  percentages  were  53  and  32  percent,  respectively.  During  this 
period,  the  proportion  of  the  average  home  health  visit  constituted  by 
physical  therapists  and  other  professionals  increased  only  from  12  to  15 
percent.  It  is  unclear  how  these  changes  in  the  service  mix  interacted  to 
affect  the  overall  intensity  of  the  services  furnished  by  HHAs. 

Policy  Implications  of  Factors  Contributing  to  Rising  Home  Health 
Expenditures 

A.  Persons  Using  Home  Health  Services  -  Between  1974  and  1980, 
the  proportion  of  Medicare  enrollees  receiving  home  health  services 
increased  from  16.2  to  33.6  per  1,000,  more  than  doubling  and  increasing  at 
an  average  annual  rate  of  almost  13  percent.  This  increase  appears  to  be 
associated,  in  part,  with  the  rise  in  the  number  of  agencies  furnishing 
services.  Between  1974  and  1980,  the  number  of  agencies  certified  to 
furnish  home  health  services  to  Medicare  beneficiaries  increased  from 
2,343  to  2,924.  By  June  1985,  5,965  HHAs  were  certified  to  provide 
services  under  Medicare.  During  this  period,  the  "average  Medicare 
caseload"  per  agency  almost  doubled  from  168  to  327.  Partially  in  response 
to  the  liberalized  conditions  for  the  certification  of  proprietary  agencies, 
there  were  over  4,200  certified  agencies  at  the  end  of  1983.  Thus,  the 
likelihood  is  that  the  proportion  of  Medicare  enrollees  receiving  home 
health  services  will  continue  to  increase.  When  coupled  with  the 
continuing  increase  in  the  number  of  Medicare  enrollees,  this  factor  could 
continue  to  account  for  the  major  share  of  further  anticipated  increases  in 
home  health  expenditures. 
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B.  Services  Used  -  The  average  number  of  services  furnished  per  user 
has  not  increased  significantly.  Studies  by  HCFA  staff  and  the  General 
Accounting  Office  indicate,  however,  that  a  significant  proportion  of  the  services 
may  be  inappropriately  furnished:  either  the  recipient  does  not  meet  the 
homebound  criteria  or  the  services  are  not  medically  necessary.  In  November 
1981,  HCFA  instituted  audit  procedures  to  strengthen  monitoring  of  agency 
compliance  with  Medicare  coverage  requirements  and  the  effectiveness  of 
intermediary  bill  review  procedures.  In  order  to  concentrate  the  available  home 
health  expertise  and  to  assure  greater  consistency  in  the  review  of  home  health 
claims,  HCFA  instituted,  effective  October  1,  1983,  the  regional  intermediary 
system  for  processing  claims  for  home  health  services.  This  should  offer  further 
assurance  that  payments  would  be  made  only  for  appropriate  services  to  persons 
who  meet  the  eligibility  criteria. 

C.  Cost  of  Home  Health  Visits  -  It  is  generally  agreed  that  guaranteed 
reimbursement  of  costs  offers  no  incentives  to  providers  to  contain  costs.  Since 
1979,  as  a  method  of  constraining  the  costs  of  high-cost  providers,  limits  have 
been  placed  on  the  amounts  Medicare  would  pay  for  the  various  types  of  home 
health  visits.  The  limits,  effective  as  of  July  1,  1985,  are  set  at  120  percent  of 
the  mean  labor-related  and  nonlabor  per  visit  costs  for  each  type  of  discipline 
rendering  home  health  services.  The  limits  are  adjusted  for  inflation  and 
computed  separately  for  urban  and  rural  location.  An  add-on  adjustment  is 
provided  for  hospital-based  agencies  to  account  for  the  higher  costs  associated 
with  Medicare  cost-finding  requirements  for  administrative  and  general  expenses. 
While  it  is  still  essentially  cost-based,  this  system  functions  as  a  limited 
prospective  payment  system  for  services  by  specified  disciplines. 
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The  institution  of  the  HHA  limits  at  120  percent  of  the  mean  during  cost 
reporting  periods  beginning  on  or  after  July  1,  1985  and  before  July  1,  1986  is 
expected  to  reduce  total  Medicare  expenditures  for  HHA  services  by  $105  million 
below  what  would  be  incurred  in  the  absence  of  the  limits.  These  savings  will  be 
distributed  across  fiscal  year  periods  1985  though  1987.  Of  the  estimated  total 
savings,  about  $47  million  will  be  incremental  to  what  would  have  resulted  from 
merely  continuing  the  limits  in  place  prior  to  July  1,  1985. 

With  the  scheduled  further  reduction  of  the  limits  to  115  percent  of  the 
mean  on  July  1,  1986  and  to  112  percent  of  July  1,  1987,  additional  savings  in 
Medicare  expenditures  for  HHA  services  will  accrue.  It  is  estimated  that  among 
HHAs  to  which  the  limits  are  applied  during  the  cost  reporting  periods  beginning  on 
or  after  July  1,  1985  and  before  July  1,  1988  total  Medicare  expenditures  for  HHA 
services  will  be  $443  million  less  than  would  have  been  expected  in  the  absence  of 
limits.  These  savings  will  be  distributed  across  fiscal  year  periods  1985  through 
1989.  Of  this  total,  about  $247  million  will  be  incremental  to  the  savings  that 
would  have  resulted  from  merely  continuing  the  limits  in  place  prior  to  July  1, 
1985. 

Alternative  methods  of  payment  could  remain  cost-based  with  the 
development  of  further  refinements  to  the  methods  of  adjusting  the  amounts  paid 
per  visit  and  to  limit  the  adjustments  to  factors  which  "legitimately"  account  for 
cost  differences  between  agencies.  However,  there  is  strong  impetus  for  moving 
away  from  actual  incurred  costs  as  a  basis  of  paying  for  home  health  services. 
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V.  Factors  Affecting  HHA  Costs 

An  extensive  review  of  the  literature  shows  that  costs  vary  widely 
among  agencies  for  what  is  ostensibly  the  same  service.  No  study  has 
found  any  particular  aspect  of  agency  operations  that  systematically 
explains  cost  differences  among  them.  Two  factors  which  might  be 
expected  to  account  for  a  major  portion  of  the  variation  in  agency  costs, 
characteristics  of  the  patients  (i.e.  case  mix)  and  input  prices,  have  been 
found  to  explain  little  of  the  differences.  It  is  clear  that  agencies  differ 
widely  in  the  efficiency  of  operations.  To  conduct  studies  of  efficiency 
and  the  effects  of  case  mix,  more  rigorous  systems  for  measuring  unit 
costs  and  defining  patient  characteristics  should  be  developed  to  permit 
association  of  those  characteristics  with  unique  service  requirements  and 
their  costs. 

VI.  Rases  for  Evaluating  Reimbursement  Options 

Just  as  full  cost  reimbursement  generated  certain  consequences,  the 
effects  of  alternative  payment  methods  will  depend  on  their 
characteristics.  Some  of  the  dimensions  on  which  any  new  payment 
method  would  need  to  be  evaluated  are  summarized  below. 

A.      Unit  of  Payment 

1.  Visit  -  Setting  a  prospective  price  per  visit  would  control 
per  visit  costs.  However,  the  impact  of  this  on  program  expenditures  could 
be  diluted  by  continued  growth  in  the  number  of  persons  receiving  services 
and  number  of  visits  per  person.    Cost  reimbursement  with  limits  for 
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service  visits,  the  current  arrangement,  acts  as  a  prospective  system  on 
high  cost  producers.  Full  cost  reimbursement  provided  no  incentive  to 
furnish  services  efficiently. 

Any  prospective  system  which  sets  a  limit  on  what  a  provider 
receives  for  services  provides  incentives  to  reduce  the  quantity  of  the 
inputs  in  order  to  reduce  costs  and  widen  the  difference  between  revenues 
and  costs.  Under  such  systems,  checks  must  be  made  to  assure  that  the 
quality  of  the  services  is  maintained. 

2.  Case  -  Prospective  payment  on  a  price  per  case  basis 
would  limit  costs  per  person  served.  This  would  simultaneously  control 
cost  per  visit  and  visits  per  case.  However,  if  the  number  of  persons 
served  by  the  program  continues  to  grow,  the  impact  on  total  expenditures 
would  be  diluted.  Agencies,  to  maximize  the  difference  between  revenues 
and  costs,  would  have  an  incentive  to  bring  about  recovery  and 
rehabilitation  using  as  few  visits  as  possible  and/or  using  less  costly  rather 
than  more  costly  personnel. 

3.  Per  Capita  -  Payments  would  be  made  at  regular 
intervals  on  the  basis  of  the  population  at  risk  (per  capita  payments) 
without  regard  to  the  distribution  of  users  and  nonusers  in  the  population  or 
the  quantity  and  nature  of  the  services  furnished.  Here  the  incentive 
would  be  to  reduce  any  outreach  services  the  agency  may  have  engaged  in 
as  well  as  the  units  of  services.  This  could  reduce  -  or  even  reverse  -  the 
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rise  in  the  number  of  persons  receiving  home  health  services.  Competition 
among  agencies  for  enrolled  populations  would  work  against  these 
tendencies. 

B.  Adjustments  for  case  mix  -  It  is  intuitively  apparent  that 
some  cases  require  more  services  than  others.  An  agency  with  a  high 
proportion  of  complex  cases  would  be  expected  to  receive  a  higher  average 
payment  per  case  than  agencies  with  a  high  proportion  of  "simple"  cases. 
However,  unresolved  issues  are  present: 

1.  XTo  system  has  been  developed  that  cross-classifies  cases 
by  the  need  for  services  and  the  costs  to  the  agencies. 

2.  The  extent  to  which  interagency  variations  in  costs  are 
explained  by  differences  in  case  mix  has  not  as  yet  been  validated.  Hence, 
it  is  unclear  to  what  extent  adjustments  to  agency  payments  would  be 
needed  to  account  for  case  mix.  This  is  an  area  that  needs  additional  study 
before  it  can  be  applied  in  alternative  payment  systems. 

C.     Effects  on  Access  to  Services  and  Quality  of  Care 
It  is  generally  agreed  that  any  payment  system  should  not  adversely  affect 
beneficiary  access  to  needed  services  nor  should  beneficiaries  be  denied 
services  which  are  furnished  with  the  skill  appropriate  to  the  presenting 
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problems.  However,  the  method  of  payment  introduces  incentives  to 
providers  which  may  affect  both  access  to  and  the  quality  of  care.  Some 
of  the  incentives  embodied  in  cost-based  and  prospective  rate  systems  are: 

1.  Cost  reimbursement  provides  access  to  services  for  all 
persons  who  receive  services  paid  by  Medicare.  The  problem  comes  from 
its  effect  on  program  expenditures.  There  are  no  incentives  to  limit 
services  to  those  who  clearly  meet  the  coverage  conditions,  and  to  limit 
the  services  to  those  that  are  medically  necessary. 

2.  A  prospective  rate  which  is  higher  than  the  agency's 
anticipated  costs  would  impose  no  barriers  to  access.  However,  there 
could  be  an  incentive  to  seek  out  and  serve  "simple"  cases  or  to  cut  back  on 
the  quality/quantity  of  services  that  might  be  normally  provided.  This 
abuse  of  incentives  would  probably  not  occur  if  the  payment  rates  are 
adjusted  for  case  mix. 

D.     Control  of  Potential  Abuse 
The  following  measures  can  be  taken  to  control  gross  abuse  of  the 
incentives  offered  by  the  new  payment  arrangements  discussed  previously. 

1.  Increased  administrative  monitoring  -  The  claims 
processing  system  or  some  kind  of  audit  system  of  agency  records  could 
provide  a  vehicle  for  administrative  oversight  by  fiscal  intermediaries. 
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In  the  past,  because  of  the  dispersion  of  claims  review  across  many 
agencies,  the  administrative  oversight  function  was  described  as 
inconsistent  and  lax  in  its  effect  (U.S.  Senate,  Committee  on  Labor  and 
Human  Resources,  Report  No.  97-325).  Agencies  differed  widely  in  the 
application  of  criteria  in  making  determinations  of  patient  eligibility  to 
receive  services  (e.g.,  whether  the  patient  was  homebound)  and  whether 
the  services  were  medically  necessary.  To  counter  this  situation, 
HCFA  instituted,  in  November  1981,  audits  of  agency  medical  records 
to  monitor  agency  compliance  with  coverage  requirements  and  the 
effectiveness  of  the  intermediaries'  bill  processing  procedures.  On 
October  1,  1983,  a  regional  intermediary  system  of  claims  review  was 
initiated.  Pursuant  to  the  provision  of  the  Deficit  Reduction  Act  of 
1984  (P.L.  98-369)  HCFA  took  further  management  initiatives  to 
concentrate  claims  review  in  10  regional  intermediaries.  The 
regulations  implementing  this  change  were  issued  on  April  10,  1985. 
This  should  increase  organization  expertise  and  experience  and  produce 
greater  consistency  and  rigor  in  the  review  of  claims. 

2.  Appropriateness  of  Treatment  Criteria  -  The  absence  of 
a  uniform  system  of  defining  home  health  problems  in  terms  of  needed 
services  makes  it  difficult  to  review  the  appropriateness  of  services 
furnished  as  well  as  to  establish  payment  rates  that  take  into 
consideration  the  differential  resources  required  to  treat  different 
problems.  Developmental  efforts  are  needed  in  this  area. 
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3.  Consumer  Education  -  The  use  of  an  administrative 
mechanism  to  control  abuse  of  payment  incentives  could  be 
cumbersome  and/or  very  expensive.  Educating  the  consumer  to 
evaluate  the  services  furnished  by  agencies  could  serve  as  a  constraint 
on  abuse.  Patients  who  are  able  to  recognize  and  express 
dissatisfaction  with  the  services  could  "vote  with  their  feet"  by  seeking 
services  elsewhere.  This,  too,  is  an  area  where  developmental  efforts 
could  be  considered. 

VII.  Current  Activities  Undertaken  by  HCFA  to  Develop,  Test,  and 
Evaluate  Alternative  Payment  Arrangements 

HCFA  is  undertaking  a  wide  range  of  initiatives  that  are 
providing  the  knowledge  and  experience  base  for  developing,  testing, 
and  evaluating  alternative  methods  of  paying  for  home  health  services. 

These  include: 

A.  Studying  the  relationship  between  the  medical  diagnosis 
of  the  patient  and  the  costs  of  the  services  used.  At  this  time  the  study 
is  focusing  on  the  more  frequently  occurring  diagnoses. 

B.  Reviewing  both  the  weights  and  proxies  used  to  derive 
the  market  basket  index  to  assure  the  use  of  the  most  current  and  reliable 
data  to  make  annual  adjustments  to  the  limits  on  home  health  visit  costs. 
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C.  Exploring  payment  alternatives,  such  as  prospective 
payment  and  competitive  bidding. 

D.  Evaluating  State  programs  under  the  "waiver"  provisions 
in  Section  2176  of  P.L.  97-35.  The  waiver  permits  State  Medicaid 
programs  to  pay  for  a  variety  of  medical  and  other  services  in  the  home  for 
other-wise  eligible  Medicaid  recipients  if,  in  doing  so,  they  offer  the 
prospect  of  avoiding  the  need  for  institutional  placement  and,  thereby, 
provide  savings  which  offset  the  additional  costs  of  the  home  care  services. 

VIII.  Recommendation 

The  Department  of  Health  and  Human  Services  recommends  the  use 
for  now  of  the  current  system  of  paying  for  home  health  services  as  HCFA 
continues  its  program  of  research  projects  and  policy  efforts  towards  the 
goal  of  developing  alternative  systems.  Refinements  to  the  methods  of 
computing  the  limits  on  allowed  costs  for  home  health  visits  will  be 
incorporated  as  developed.  Alternative  methods  of  reimbursement, 
including  incentives  for  furnishing  the  appropriate  volume  of  services,  will 
be  developed  and  proposed  by  drawing  upon  HCFA's  growing  base  of  tested 
knowledge  and  experience.  In  the  meantime,  HCFA  will  continue  to 
emphasize  administrative  measures  to  promote  greater  rigor  and 
consistency  in  the  review  of  HHA  bills  to  assure  that  payment  is  made  only 
for  services  that  meet  coverage  criteria. 
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